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TO THE SHAREHOLDERS 
LS LRT DAL RN ET I NE ET 2 


This the 108th annual report of your Company briefly highlights its operations during 
the year 1980. The net income for the year was $4,977,480 which includes a modest under- 
writing profit and represents earnings of $24.91 per common share. 


A noteworthy accomplishment of your guarantee bonding division was the record 
premiums written and profits realized within the Fidelity and Surety departments. The 
underwriting results in habitational and automobile insurance fell below those planned for 
the year. 


The first year of the 1980's was one of moderate growth for the Company and a year that 
foreshadows a period of cautious adjustments, not only in your Company, but throughout 
the general insurance industry. 


The loss experience in property and casualty underwriting within the industry, would 
lead one to query the advisability of the legislative interference and socialistic measures 
adopted by our governments, which hinder an otherwise self-regulating industry. Such in- 
trusions thwart the efforts to service effectively the insuring public. Insurance underwriting 
is such that only after several years can the cost of claims and actual results be assessed, 
long after the rates of premiums to cover those claims were established. This disparity in 
timing, for matching income with costs, becomes even more precarious in a period of high 
inflation and social irresponsibility. 


January of 1981, Mr. John H. Kennedy retired from the Board. The Company is indebted 
to Mr. Kennedy for his many years of wise counsel and expertise, and on behalf of the 
shareholders, your directors expressed sincere thanks for his faithful service. 


The directors were pleased to appoint to the Board Mr. André Bureau, President of 
Télémédia Communications Ltée. Mr. Bureau has wide experience in the communications 
field and has practiced law in Montreal and Trois-Riviéres. 


Your company continues to make progress and provide exemplary service to the general 
public and business community. To all who participate in this undertaking, our committed 
staff and a supportive agency force, a sincere appreciation is expressed. 


SALA Ye 


President 


BALANCE SHEET 
AS AT 
DECEMBER 31, 1980 
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1980 1979 
Assets Cash erie ee ain eee tect ei eee ee ee renee eee es $ 409,363 $ 104,245 
Accounts receivable 
NEE qareiolobanuSsaonS we wal@VNS ¢oncurnosoonazvogcsavancec 790,680 712,565 
ET Oe eae VEEN PA atom J 5,018,309 5,104,874 
Otherinsurerstres0 81s eee ee CS ae es 1,716,917 2,443,166 
7,525,906 8,260,605 
lbaveroyonteeebeeeMA OOS «oo nae pwn apeaducnnenvouseuun 917,635 = 
Prepaidiexpenses: irm.- en ty eae eek oe eS ee 38,118 22,199 
Long term investments (note 1) 
BOncdstanchG@ebemttines ie eet tr ata ee ten es ae eee 7,085,648 10,058,818 
Shares te MR seer meet he Stet s at Toe Vea ak ree 48,755,000 41,822,605 
Mortgages Sarasa ck iter amie etch ae iene ee 14,864 15,833 
Realestate a eee ere eee rier ee a an ee a 197,598 200,725 
56,053,110 52,097,981 
Fixed assets 
Office furniture and equipment, at cost................. 457,288 434,481 
Lessiaccummulatecsdepreciatl Oni tte anata 326,386 293,661 
130,902 140,820 
Deferred premium acquisition costs (note 2)............... 3,953,022 3,097,355 
$69,028,056 $63,723,205 
Liabilities Bamkerndebtedness ies nee en ar iia ar ana ae — $ 1,443,626 
Accounts payable 
Orherinsurerss sea sore cee ey ee steer eee $ 978,027 1,285,933 
Premitum faxes anemone ee ae ee eer eee 162,755 212,648 
AMC OME! LAKES Lacey cotta ar ea ed feats cae ee ele — 755,409 
Da gt aha ey ae rn eNO Wee Seyi Ben a celta os 9 ot ea netvaltys 3,213,420 1,560,622 
4,354,202 5,258,238 
Unpaid! clans ype. cee are ee ee ee 16,420,495 16,211,622 
Wneanmedsporemiitnn Sere ere nee ee 17,187,050 15,552,382 
37,961,747 37,022,242 
Deterredncometaxesi( mote) sae ena ane 3,123,915 2,671,061 
Shareholders’ Equity Capital Stock 
Authorized 
500,000 8% Cumulative redeemable preferred shares 
par value $10 each 
200,000 Common shares par value $5 each 
Issued 
395) S00 breferrecis takes aia aeae an nian hee nner 3,955,000 3,955,000 
AINSI, NAA (CreyoavealOi GIMETEES oo syn gerauconnssoeccoeanus 935,735 935,735 
@ontributed!surpltsm masa irr rere ar rae ere 810,776 810,776 
INGE bin reletagiiares (MOOS, ooo uasnncavvganeccnvabeavaene 22,240,883 18,328,391 
27,942,394 24,029,902 
$69,028,056 $63,723,205 
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STATEMENT OF INCOME 
YEAR ENDED 
DECEMBER 31, 1980 


Revenue 


Expenses 


STATEMENT OF 
RETAINED EARNINGS 
YEAR ENDED 
DECEMBER 31, 1980 
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Investment income 
Dividends, interest and amortization (notel)............ 
Ce MEO MEN TMOSID) Gaoacaoccacwscanad sanaamegoan 
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@themundervwritingeancome ssa ieee 
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Claims'incurred!_ 334 eee ee ee ee re Sane 
(COMMISSIONS ee ee ee ey See ee OE De ety te 
PROTIUTITIEAKES toe be ee ated ete ee eee Ne, eh on eee alg 


INCOME before income taxes and the undernoted ......... 


Income taxes 
Current 25 westn de See eie oa eae iets oe Fat sles ea 


ING@ME'betoreittheundenmoted seen eee ae 
Federal Anti-Inflation Legislation (note 3) 

Adjustments required for corrective action, 

net of deferred income taxes $194,112 .................. 
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UNAPPROPRIATED RETAINED EARNINGS 
Balancelatbevinningtotiye ae tet aera eee 
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Dividends 
GommMon shakes mee see a ieee ee ae a ne eee 
Preferred shares ae oplaen te teen weer ae 
Transfer to guarantee bond reserve .................... 
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APPROPRIATED RETAINED EARNINGS 
Guarantee bond reserve at beginning of year ............ 
Transfer from unappropriated retained earnings ......... 


Guarantee bond reserve at end of year ................. 
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1980 1979 


$44,627,370 $40,098,699 


$36,947,808 $32,470,669 


$35,313,140 $30,737,978 


3,700,803 BOT TAS. 
350,792 1,347,036 
1,961 Syekey/ 


4,053,556 4,924,616 


A 87491, 
39,628,070 _) 36,920,785) 


21,997,322 16,317,141 
7,162,938 6,474,531 
1,003,958 802,102 
3,611,737 3,436,304 


SVE S 27,030,078 


5,852,115 9,890,707 


421,781 2,405,696 
452,854 618,813 


874,635 3,024,509 


4,977,480 6,866,198 


($4 977, 480 ° 5 7,073,186 
= = 


( “$24.9 91 $36.10" 


$16,124,485 $10,363,171 
4,977,480 7,073,186 


21,101,965 17,436,357 


748,588 561,441 
316,400 316,400 
163,108 434,031 


1,228,096 Sly e872 
19,873,869 16,124,485 


2,203,906 1,769,875 


163,108 434,031 


2,367,014 2,203,906 


$22,240,883 $18,328,391 


STATEMENT OF 
CHANGES IN 
FINANCIAL POSITION 
YEAR ENDED 
DECEMBER 31, 1980 
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Source of Funds 


Use of Funds 


Funds invested 


AUDITORS’ REPORT 


1980 1979 

Operations 

Net income dis con einen ee ae a ee ee $ 4,977,480 $ 7,073,186 

Depreciation Sey cin Tee eee eee eer 35,852 Bi pole 

Deterreditincomeitaxess peser try ee eee ere ea ee 452,854 618,813 

5,466,186 7,729,316 

Increaseimaccountsipa yall canteen tet nee ee 539,590 1,329,646 
Increaseunmnearned! Prentice ere ante nen ee 1,634,668 1,732,690 
Increase (decrease) in unpaid claims...................... 208,873 (1,350,879) 
Decrease (increase) in accounts receivable 

and) prepaidiexpensesuen re ane ae anny ete 718,780 (1,878,050) 

$ 8,568,097 $ 7,562,723 

Increase (decrease) in income tax receivable ............... $ 917,635 $ (684,730) 
Increase in deferred premium acquisition costs............. 855,667 333,417 
Decrease (increase) in bank indebtedness ................. 1,443,626 (1,443,626) 
tre aseie Ghixedtasse tsi ait antares ear 22,807 35,752, 
Decrease in net provision for Federal 

PTO UMA ENT Oia SAGA caso none cco ss AGaceeueseouae = 210,288 
Dividends 

Preferred sharesisaa.a\e nsec eee 2 ee 316,400 316,400 

Gommon'shanesieu is cece cee ee oer ee: 748,588 561,441 
Increase in cash and long term investments................ 4,263,374 8,233,781 


$ 8,568,097 $ 7,562,723 


To the Shareholders of 
The Guarantee Company of North America 


We have examined the balance sheet of The Guarantee Company of North America as at 
December 31, 1980 and the statements of income, retained earnings and changes in financial 
position for the year then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests and other procedures as we 
considered necessary in the circumstances. 

In our opinion, these financial statements present fairly the financial position of the com- 
pany as at December 31, 1980 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


THORNE RIDDELL & CO. 
Chartered Accountants 


Montreal, Canada 
February 13, 1981 


NOTES TO FINANCIAL 
STATEMENTS 
December 31, 1980 
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i. LONG TERM INVESTMENTS 


The values stated for long term investments are as follows: 

(a) Bonds and debentures, having a cost of $6,293,386 (1979 - $9,362,132) and quoted 
market value of $5,937,078 (1979 - $8,718,143), have been accounted for by the “defer- 
ral and amortization” method. Under this method, realized gains and losses on disposals 
are deferred and amortized over the period to maturity of the security sold. The 
unamortized portion of the realized gain or loss is included in the amortized value of 
bonds and debentures. 


(b) Shares, having a cost of $47,534,018 (1979 - $41,163,567) and a quoted market value of 
$53,239,794 (1979 - $44,050,564), have been accounted for by the “fair value” method. 
This method allows for a gradual movement towards current quoted market values, 
whereby the shares are valued on a five-year moving average of market values. 


(c) Mortgages are accounted for on the same basis as bonds and debentures held as long 
term investments. 


(d) Real estate is stated at cost of $266,864 (1979 - $266,864) less accumulated depreciation 
of $69,266 (1979 - $66,139). This real estate is included under the caption of investments 
since its main purpose is one of investment. Depreciation on building has been 
calculated on the declining balance basis at a rate of 5 per cent. 


Income from long term investments has been accounted for as follows: 


(a) Bond and debenture interest and amortization includes interest earned and amortization 
of discounts or premiums arising from purchases other than at par values and amortiza- 
tion of réalized gains and losses on security disposals as described above. 


(b) Profit on shares includes changes in fair values, as described above, and amounts 
received on disposal that are in excess of or less than fair values at the end of the 
preceding period. 


Ie DEFERRED PREMIUM ACQUISITION COSTS 
These represent agents’ commissions, premium taxes and certain other underwriting ex- 
penses which relate directly to acquisition of premiums. These costs, to the extent that they 
are considered to be recoverable, are deferred and amortized over the term of the related 
premiums. 

3) ANTI-INFLATION LEGISLATION 
The provision established at December 31, 1978 was absorbed in the operations of 1979. 

4, DEFERRED INCOME TAXES 
Deferred income taxes are provided for items reported for tax purposes in different periods 
than for financial purposes and result from deductions for tax purposes of a portion of ac- 
quisition costs on unearned premiums, guarantee bond reserve, amortization of discount 
and losses or gains on sales of bonds and debentures and adjustments for “fair value” 
method of share valuations. 

Sh, APPROPRIATED RETAINED EARNINGS 
Appropriated retained earnings at the end of the current and preceding year consists. of a 
special reserve in connection with fidelity and surety guarantee bonds in force. 

6. CONTINGENT LIABILITY 
The company has guaranteed bank loans, to the extent of $393,575 at December 31, 1980, 
of contractors for financing the completion of bonded contracts. Of this amount, $182,800 
is the reinsurers’ portion. 

Ih. COMPARATIVE FIGURES 
Certain figures for 1979 have been reclassified to conform with the presentation adopted 
during the current year. 

8. RELATED PARTY TRANSACTIONS 
The company conducts normal business transactions through three related insurance agen- 
cies in which three directors of this company are officers. All such business is transacted on 
a basis consistent with other similar agencies and represents approximately 10% of net 
premiums written. 
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